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§ 115.36 Indemnity settlements and re-
instatement of Principal.

(a) Indemnity settlements. (1) An in-
demnity settlement occurs when a de-
faulted Principal and its Surety agree
upon an amount, less than the actual
loss under the bond, which will satisfy
the Principal’s indebtedness to the
Surety. Sureties must not agree to any
indemnity settlement proposal or enter
into any such agreement without
SBA’s concurrence.

(2) Any settlement proposal submit-
ted for SBA’s consideration must in-
clude current financial information, in-
cluding financial statements, tax re-
turns, and credit reports, together with
the Surety’s written recommendations.
It should also indicate whether the
Principal is interested in further bond-
ing.

(3) The Surety must pay SBA its pro
rata share of the settlement amount
within 90 days of receipt. Prior to clos-
ing the file on a Principal, the Surety
must certify that SBA has received its
pro rata share of all indemnity recov-
ery.

(b) Conditions for reinstatement. At
any time after a Principal becomes in-
eligible for further bond guarantees
under § 115.14(a), the Surety may rec-
ommend that such Principal’s eligi-
bility be reinstated. OSG may agree to
reinstate the Principal and its Affili-
ates if:

(1) The Principal’s guarantee fee has
been paid to SBA and SBA receives evi-
dence that the Principal has paid all
delinquent amounts due to the Surety
(including amounts for Imminent
Breach); or

(2) The Surety has settled its claim
with the Principal for an amount and
on terms accepted by OSG; or

(3) The Principal contests a claim
and provides collateral, acceptable to
the Surety and OSG, which has a liq-
uidation value of at least the amount
of the claim including related ex-
penses; or

(4) The Principal’s indebtedness to
the Surety is discharged by operation
of law (e.g., bankruptcy discharge); or

(5) OSG and the Surety determine
that further bond guarantees are ap-
propriate.

(c) Underwriting after reinstatement. A
guarantee application submitted after

reinstatement of the Principal’s eligi-
bility is subject to a very stringent un-
derwriting review.

Subpart C—Preferred Surety Bond
(PSB) Guarantees

§ 115.60 Selection and admission of
PSB Sureties.

(a) Selection of PSB Sureties. SBA’s se-
lection of PSB Sureties will be guided
by, but not limited to, these factors:

(1) An underwriting limitation of at
least $1,250,000 on the U.S. Treasury
Department list of acceptable sureties;

(2) An agreement to charge Prin-
cipals no more than the Surety Asso-
ciation of America’s advisory premium
rates in effect on August 1, 1987;

(3) Premium income from contract
bonds guaranteed by any government
agency (Federal, State or local) of no
more than one- quarter of the total
contract bond premium income of the
Surety;

(4) The vesting of underwriting au-
thority for SBA guaranteed bonds only
in employees of the Surety;

(5) The vesting of final settlement
authority for claims and recovery
under the PSB program only in em-
ployees of the Surety’s permanent
claims department; and

(6) The rating or ranking designa-
tions assigned to the Surety by recog-
nized authority.

(b) Admission of PSB Sureties. A Sur-
ety admitted to the PSB program must
execute a PSB Agreement before ap-
proving SBA guaranteed bonds. No
SBA guarantee attaches to bonds ap-
proved before the AA/SG or designee
has countersigned the Agreement.

§ 115.61 Duration of PSB program.

The PSB program terminates on Sep-
tember 30, 1997, unless extended by leg-
islation. SBA guarantees effective
under this program on or before Sep-
tember 30, 1997, will remain in effect
after such date.

§ 115.62 Prohibition on participation
in Prior Approval program.

Neither a PSB Surety nor any of its
Affiliates is eligible to submit applica-
tions under subpart B of this part.
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